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Making good on his promise to do something about poverty and the economy, which was pushed
into recession with the help of last year's Hurricane Mitch (see NotiCen, 1999-07-01), President
Francisco Flores sent congress a package of economic-reform proposals. However, opponents say
the plan taxes the poor without doing much to reactivate the economy.
In March, during the presidential-election campaign, business leaders called for the next president
to launch an attack on poverty and to aim for 6% growth in GDP by stimulating the agricultural
sector. The Fundacion Salvadorena para el Desarrollo Economico y Social (FUSADES) offered the
administration a plan designed by a team headed by Chilean economist Sebastian Edwards.
The plan included increased government spending on rural health and education, "flexibility" in
the labor market to provide employment for campesinos, reduction of government subsidies to the
transport and other sectors, fiscal reforms such as increased tax collection, and a reduction in public
spending. Much of the plan reflected International Monetary Fund (IMF) structural-adjustment
policies adopted by previous administrations policies that have been soundly criticized in the past
for ignoring agriculture and worsening poverty.

Outgoing administration left fiscal mess
On taking office June 1, Flores found himself saddled with a larger-than-expected fiscal deficit.
Some analysts suggest the deficit helped push Flores to emphasize austerity more than growth
stimulus. Treasury Minister Jose Luis Trigueros admitted in early June that the outgoing
administration of former president Armando Calderon Sol (1994-1999) failed to take steps to control
the fiscal deficit, which had jumped a percentage point to 2.8% of GDP.
The deficit spiraled in the last months of Calderon Sol's term partly to pay increases granted in
May 1998 to settle a strike by state-employed doctors (see NotiCen, 1998-06-01) and partly from
revenue lost when privatized electric-power distributors bought electricity from foreign suppliers
(see NotiCen, 1998-01-29). Trigueros, who was Treasury vice minister in the previous administration,
said the failure to take countermeasures was motivated by political considerations during the 1999
electoral campaign. The result was an US$11.5 million expansion of the deficit.
In an interview with the daily Diario de Hoy, Trigueros said there were as yet no problems because
of the deficit, "but there will be if we don't do something about it." On June 25, Flores sent the
Legislative Assembly a 54-part economic-recovery package (Propuesta de Reactivacion Economica:
Una Responsabilidad Compartida). The plan calls for reduced government spending through a
program of "savings and efficiency" to protect funds allocated to the critical areas of public security,
health, and education. Part of the savings would come from placing a freeze on public-employee
wages and increasing tax collection by closing tax loopholes and cracking down on tax evaders.
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Flores also promised to intensify policing the borders to reduce the flow of contraband into the
country. Administration proposes tax on basic foods and medicine But the proposal that has raised
the most opposition applies the 13% value-added tax (impuesto al valor agregado, IVA) on items in
the basket of basic consumer goods such as grains, milk, vegetables, fruit, and medicines.
Flores said taxing basic necessities was called for because importers of goods such as grains and
milk do not pay tariffs and therefore their products enter the market at a competitive advantage over
Salvadoran products. "Let's provide equal conditions for our producers," said Flores as he unveiled
the plan. The problem, as Flores sees it, is that Mitch drastically reduced demand for Salvadoran
products among El Salvador's principal trading partners Guatemala, Honduras, and Nicaragua. At
the same time, foreign investment has not kept pace with capital needs in agriculture.
Despite Salvador's generally good economic health, domestic producers need help to compete with
foreign imports that currently enjoy favorable conditions, he said. Eliminating the advantage that
imports have because grains and medicines are not subject to the IVA will help the agriculturaldevelopment bank (Banco de Fomento Agropecuario, BFA) support small farmers, Flores said. He
added that the administration would soon propose other measures to help agriculture, including
improvements in rural roads.
The business community generally supported the Flores plan. Mercedes Llort, executive director
of the agribusiness chamber Camara Agropecuaria y Agroindustrial de El Salvador (CAMAGRO)
called the tax on agricultural products a necessity to make Salvadoran producers more competitive.
Opponents say plan places burden on poor The plan soon brought condemnation from unions,
consumer groups, and some opposition parties. Many opponents said the plan was more an attempt
to reduce the fiscal deficit than to benefit farmers, and they questioned why the cost of supporting
domestic producers of basic foodstuffs was shifted from government to consumers.
Economist Carlos Glower predicted the tax plan would eventually force up the prices of basic goods,
which have recently risen by 10% even without the proposed tax. He and other critics assailed the
plan for failing to confront the economic slowdown directly. Three successive administrations by
presidents of the Alianza Republicana Nacionalista (ARENA) have failed to make good on promises
to overhaul the economy, Glower said. Flores' pledge to freeze government salaries will adversely
affect doctors, nurses, and teachers and could start a new round of strikes. Felipe Rivera, secretary
general of the Asociacion Nacional de Educadores Salvadorenos (ANDES), said the plan would hurt
consumers, raise costs for small farmers, and throw teachers into an economic crisis.
William Huezo, head of the Central Autonoma de Trabajadores Salvadorenos (CATS), said, "Far
from benefiting the people, [the plan] will increase the poverty index." He said it would lead to
a 20% drop in real wages. The nongovernmental Centro para la Defensa del Consumidor (CDC)
estimated the tax will raise food costs for the 85% of Salvadoran households that subsist on the
minimum wage.
The opposition Farabundo Marti para la Liberacion Nacional (FMLN) at first announced its support
of the Flores plan. But four days after the plan was announced, party leader Oscar Ortiz said FMLN
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 2 of 3

LADB Article Id: 54467
ISSN: 1089-1560

deputies would vote against it. "We won't support any measure that hurts the people's pocketbook,"
he said.
The Partido Democrata Cristiano (PDC) has also signaled its opposition. As an alternative to adding
basic goods to the IVA list, the FMLN has revived its own plan, suggested in March, that would
lower the IVA from 13% to 10%, retaining the exemption for items in the basic consumer basket. The
party is now calling on the administration to take more direct steps to stimulate the economy such as
reforming monetary policy and providing credit to agricultural producers.
Miguel Aleman, president of the Confederacion de Federaciones de la Reforma Agraria Salvadorena
(CONFRAS), said the problems in agriculture would not respond to superficial measures because
the problems are structural. What is needed is government investment in the sector as well as efforts
by the Agriculture Ministry to increase the availability of agricultural-extension services. Aleman
called on deputies in the legislature not to vote for the president's reforms, which he called "a crime
against Salvadoran stomachs." [Sources: El Diario de Hoy (El Salvador), 04/29/99, 06/28/99; Notimex,
04/23/99, 06/25/99, 06/20/99, 06/29/99, 07/01/99, 07/04/99; La Prensa Grafica (El Salvador), 07/05/99]
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